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Prices and Prosperity 

An epoch-making study of the effect of inflexible prices 
on the economic system was presented January 15, 1935, 
by Henry A. Wallace, Secretary of Agriculture, to the 
United States Senate. It was prepared by Gardiner C. 
Means, economic adviser on finance for the Department of 
Agriculture, and establishes by inductive study what has 
been only vaguely comprehended by a few economists. 
It bears not only on the process of recovery but also on 
the factors which account for the debacle of 1929 and the 
resulting prolonged depression. Consideration of the im- 
plications of the facts developed points the way to 
constructive action making impossible a recurrence of the 
experiences the country has had since 1920. In dealing 
with the problems presented it is quite as important to 
deal with the developments prior to 1929 as it is to 
those since. 


CONCENTRATION OF CONTROL 


Since Adam Smith presented his study of the Wealth 
of Nations in 1776 traditional economists have assumed 
that laissez faire, competition, and production for profit 
would result in an adjustment of supply, demand and 
price “so that the right amount of each thing would tend 
to be produced at the right price. Thus the operations 
of the free market would tend to produce the optimum 
use of human and material resources.” The growth in 
size of business organizations in many industries, how- 
ever, steadily counteracted the free working out of these 
results. For example, in the United States “in 1931, 
200 corporations controlled approximately 54 per cent of 
all non-financial corporate wealth, . . . over s5 per cent 
of all manufacturing corporate assets, and over half of 
all manufacturing assets, whether incorporated or not. 
At least half of the gainfully employed population of the 
country were engaged in industries in which control over 
certain major elements of industrial policy were in the 
hands of individuals” who were able lean to counter- 
act the establishment of prices by free competition. “In 
some of these industries the business policy of one or a 
few big enterprises actually determines essential elements 
of [the] industrial policy” of the industries. Such en- 
terprises are able to establish what are termed “adminis- 
trative prices,” in contrast to “flexible prices” established 
purely by the free working of competition. 

But “administered prices should not be confused with 
monopoly. The presence of administered prices does not 


174th Congress, Ist Session, Senate Document No. 13, Jndus- 
trial Prices and Their Relative Inflexibility. Washington, D.C 
Government Printing Office. 


indicate the presence of monopoly nor do market prices 
indicate the absence of monopoly. In many highly com- 
petitive industries, such as the automobile industry, prices 
are made administratively and held for fairly long pe- 
riods of time. On the other hand, it is conceivable that 
in a monopolized industry the product might be turned 
out according to some fixed production schedule and sold 
for what it would bring in the market regardless of price. 
Thus, in the first case, we would have administered prices 
in a competitive industry and, in the second, market prices 
in a monopolized industry. In general, monopolized in- 
dustries have administered prices, but so also do a great 
many vigorously competitive industries in which the num- 
ber of competitors is small.” 

It is important to have these distinctions in mind since 
the bulk of the administrative prices included in the study 
are in competitive industries. In the traditional competi- 
tive market “supply and demand are equated by a flexible 
price” and “economic adjustments are brought about pri- 
marily by fluctuations in price.” On the other hand in a 
competitive market predominantly influenced by adminis- 
trative prices “economic adjustments are brought about 
primarily by changes in volume of production, while price 
changes are of secondary significance in producing ad- 
justment.” Furthermore, administrative prices change 
much more infrequently than flexible prices, a fact of 
very great importance in connection with the fluctuations 
of the business cycle. 


Tue Data on Prices 


With these facts in mind the data presented in this 
study throw a new light on the fluctuations of the busi- 
ness cycle. The examination of 747 items included in 
the wholesale price index of the Bureau of Labor Sta- 
tistics reveals that from 1926 to 1933 the prices of 125 
items changed practically every month of the eight years, 
while 95 changed less than five times in eight years. “The 
remaining 527 items fall between these extremes” but 
more than half of the total number “averaged less than 
three changes a year,” representing “a type of price essen- 
tially different in its effects from the flexible market price 
on which the policy of laissez faire has been founded.” 

Stated in another way, the frequency of price change 
shows that 191 items changed at the rate of less than 
once every 10 months, 183 items changed less than once 
every four months but more than once every 10 months, 
192 items changed more than once every four months 
and less than three times every four months, and 181 
items changed at least three times every four months. 
This statement of frequency of change indicates that a 
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preponderance of the items changed very infrequently, 
with particularly unfavorable consequences during the 
depression. 

Another study? has shown the same distribution of 
frequency but the statistical results were presented with- 
out drawing conclusions. The significance of the study 
by Dr. Means is found in the interpretation of the situa- 
tion revealed and the consideration of ways and means 
for rectifying it. It is not only the infrequency of change 
in administrative prices which is important, but the fact 
that industries in a position to make administrative prices 
exercised their alternative of decreasing production 
rather than prices. The following table shows the effects 
of this policy. 


Prices AND Propuction—1929-'33 


Per cent Per cent 

drop in drop in 

prices production 
Agricultural implements .................. 6 80 
Agricultural commodities ...............45 63 6 


INTERPRETATION OF THE DATA 


The extremes represented by agricultural implements 
and agricultural commodities stand in striking contrast. 
Farmers were forced to dispose of their commodities 
under a flexible price system with the result that their 
prices dropped 63 per cent and their production only six 
per cent. As the farmers got poorer and poorer the agri- 
cultural implement makers, instead of decreasing prices 
to enable the farmers to buy, decreased production 80 
per cent and held prices up to within six per cent of the 
level in 1929. As Dr. Means points out “the whole de- 
pression might be described as a general dropping of 
prices at the flexible end of the price scale and a dropping 
of production at the rigid end with intermediate effects 
between” and “an important part of the difficulties in the 
capital-goods industries must be attributed to this fact 
that prices did not adjust.” 

The bulk of unemployment developed in the capital- 
goods industries, and wherever industries were in a posi- 
tion to make administrative prices the policy of reducing 
production rather than prices accentuated unemployment. 
When a concern throws people out of work their lack of 
purchasing power makes them poor customers for the 
products of all other industries. This accounts for the 
creeping paralysis which prolonged the depression and 
drove the economic system down to the depths of 1932. 

Under a thoroughly free competitive system each en- 
terpriser must take whatever price is fixed by demand 
and supply and the business policy of each enterpriser is 
fundamentally determined by this fact. The industrial 
policy of the whole economic system is determined by the 
decisions of a large number of buyers and sellers. When 
a concern is in position to make an administrative price 
it fixes a price which will yield a profit if a sufficient num- 
ber of units are sold. It does not know how many units 
it will sell but it does know at what price they will be 
sold. As the number of such concerns increases the in- 
dustrial policy of the whole economic system becomes a 


2 Frederick C. Mills, The Behavior of Prices. New York, Na- 
tional Bureau of Economic Research, 1927. 


very different thing from that under a free competitive 
system. If in the effort to maintain profits the enterpriser 
decides that prices shall be kept up and production re- 
duced, “even though it means idle men and idle machines,” 
the net effect of the business policy of each enterpriser 
on the whole industrial policy is “to aggravate any fluc- 
tuations in economic activity and prevent any necessary 
adjustments.” 

Under these conditions “only as the business man was 
willing to go directly counter to the interests of his en- 
terprise as a profit-making concern and against business 
tradition would he make the kind of decisions which, if 
made throughout industry, would keep the economy func- 
tioning and would serve the fundamental interests of 
business itself. If during the depression individual busi- 
ness men throughout the economy had been persuaded 
to lower their prices, thus making decisions which ap- 
peared by all the standards available to them to be ad- 
verse to their interests, the result would actually have 
been in their interest since it would have reduced the 
severity of the breakdown.” 


New RUvLEs ror THE GAME 


Granting that the business men prior to and during the 
depression played the game according to the rules as they 
had evolved, “the increased power placed in the hands 
of single enterprises has made the rules of the business 
game almost as inappropriate as the Marquis of Queens- 
berry rules would be to a fight in the pit of Madison 
Square Garden between two armored tanks mounting 
machine guns. In both cases the power of the contest- 
ants to do damage by their actions has extended far be- 
yond their immediate sphere. The remodeling of the 
Ford product brought economic depression to the whole 
region of Detroit just as effectively as the machine guns 
of one of the contestant tanks could mow down a large 
section of the audience.” 


Dr. Means has pointed out in a very striking way that 
“in changing the rules of the game, the problem is not 
unlike that of the crowded excursion boat which cap- 
sized when a large body of excursionists rushed to one 
rail to see what was happening. In both industry and 
excursion boat rugged individualism works well so long 
as a multitude of different individuals decide individually 
to do different things. Each passenger can walk where 
he chooses so long as the passengers choose to scatter 
over the ship. But when most of the passengers rush 
to one rail great damage is done. Of course, we might 
say that God is just and drowns those foolish enough 
to rush to the rail. This is exactly what the traditional 
economist says of business. Yet the boat takes down 
with it all its passengers, whether they rushed to the rail 
or not, and so does business. 


“In the case of the excursion boat, a line of obstruc- 
tions down the center of the boat and a few deck stew- 
ards trained to break up any undue rush would be suffi- 
cient to prevent a recurrence of the upset without the 
necessity of interfering with the passengers’ normal in- 
dividual liberty to walk around the deck as they pleased. 
The individual business man has everything to gain from 
having his actions impeded or deflected at the points where 
—_ are likely to produce destruction or economic col- 

pse.” 


ALTERNATIVES 
Under existing conditions the United States faces the 
choice either of the “breaking up of large corporate units 
into a very great number of separate and wholly inde- 
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pendent competing enterprises with the loss in efficiency 
which it would entail,” or, “while employing the market 
as a major instrument,” of seeking “to supplement the 
market at the point where it tends to fail . . . if inflexible 
administered prices are to be accepted as an inevitable 
product of modern technology and modern industrial 
organization.” If the second alternative is chosen “all 
pressure making for a general revision of prices either 
upward or downward would have to be eliminated from 
the economy, since any development requiring a general 
change in the inflexible prices would result in a change in 
production and economic unbalance. This would mean 
that a monetary policy would have to be adopted which 
aimed to keep the flexible prices as a group approximately 
in line with inflexible prices as a group, and that a mech- 
anism for the adjustment of international trade bal- 
ances through general changes in prices would have to be 
replaced.” Furthermore, “new techniques of control 
would have to be worked out for establishing the neces- 
sary elements of industrial policy so that the self-interest 
of individuals working through the market but limited by 
the framework of policy established would tend to pro- 
duce the optimum use of human and material resources.” 


AMERICAN BASIS FoR REORGANIZATION 


He believes that an American basis for economic re- 
organization must be found in “the factual situation” and 
must be relevant “to American traditions.” The facts 
are that “laissez faire has failed, . . . the banking and 
monetary system has failed to meet the needs of modern 
technology and modern industrial organization. Modern 
technology makes possible a high standard of living .. . 
and requires great administrative organizations.” And 
“these industrial organizations must be coordinated and 
their operation in the public interest insured.” 

To accord with American traditions a solution must 
“be sought which preserves the maximum of liberty, 
democracy, and opportunity and at the same time pro- 
vides plenty and security and lies wholly within the frame- 
work of the Constitution.” He points out that “neither 
the evidence of the facts nor the conviction of the Ameri- 
can people has established or accepted the principle that 
democracy itself has failed, or that the social manage- 
ment made necessary by modern technology and the 
break-down of the market requires dictatorship, regimen- 
tation, the loss of civil liberties, or the elimination of 
profit making and a reduction in the exercise of individual 
wnitiative.” 

The underlying principles of economic reorganization 
“which fit the fact situation and which are consonant with 
the American tradition are: 

“(a) Responsibility should be linked to power, wher- 
ever such power lies, whether in the hands of business, 
labor, farmer, or consumer groups. 

“(b) Any group should have the free right to organ- 
ize and act for the furtherance of its own interest, pro- 
vided that such action is responsible and that it does not 
impair the operation of the economic machine. 

“(c) A balance of economic interest should be main- 
tained among the groups which make up industry. 

“(d) A balance should be achieved between centraliza- 
tion and decentralization, with the maximum decentraliza- 
tion compatible with adequate coordination. 


“(e) Human and material resources should be used 
to the full. 


“(f) To government should be entrusted those things 
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which government can do best, leaving to the separate ele- 
ments in industry those things which each can do best and 
assigning to groups combining both government and the 
elements of industry those things which neither govern- 
ment nor the several groups in industry can do well alone.” 
The structure devised for a reorganized economy 
should “(a) maintain existing institutions, both economic 
and governmental, intact as far as possible, (b) use the 
market mechanism wherever it can continue to function, 
(c) supplement or supplant the market mechanism by 
devices for the determination of industrial policy—code 
authorities, crop-control committees, etc., which adequate- 
ly represent the several economic interests involved and 
which are neither wholly private nor wholly governmental 
but constitute a ‘partnership’ between government and in- 
dustry,” and “(d) make further provision for the smooth 
and equitable functioning of the economic machine 
through a banking system designed to meet the monetary 
needs of the economy, such adjustment of the flow of in- 
vestment as will insure a balance between saving and 
spending, and adequate provision through social insurance 
or otherwise for the victims of the accidents and adjust- 
ments from which no economic system can be free.” 


Labor’s Annual Review 


Although there has been some general improvement in 
economic conditions, an analysis of the extent to which 
the condition of the mass of workers has been improved 
leaves much to be desired. The Monthly Survey ‘ Busi- 
ness, January, 1935, published by the American Federa- 
tion of Labor, Washington, D. C., analyzes data from gov- 
ernment sources bearing upon this situation. 

Most of the gains to labor since the summer of 1932, 
the low point in the depression, were realized during the 
autumn of 1933. Although the New Deal has given a 
definite impetus to organization among employers they 
have opposed in many ways the attempts of labor to organ- 
ize in order to bargain collectively. Nevertheless, organ- 
ized labor has added 3,369 local unions affiliated with 
national and international unions and 1,115 directly affili- 
ated with the A. F. of L., or a total of 4,484 local unions. 
This raised the total of all local unions from 29,988 in 
1933 to 34,472 in 1934. The number of members in these 
locals is not stated. However, the Executive Council of 
the A. F. of L. reported to the last convention that 800,000 
dues-paying members had been added during the year 
ending August 31, 1934, and that the total dues-paying 
membership was over 2,926,000. There are, however, 
many thousands of unionists who have been excused from 
the payment of dues because of unemployment, sickness, 
etc., and the council puts the total union membership at 
5,650,000. 

The A. F. of L. estimates that unemployment in 
November, 1934, exceeded the number in November, 
1933, by 429,000 persons. This figure would have been 
larger if the government had not employed 470,000 on 
PW.A. projects and 359,000 in conservation camps. At 
the same time there were approximately 5,000,000 “‘cases” 
[numbering almost 20,000,000 persons] on relief rolls. 

Although it is estimated that average yearly earnings 
of wage and small salaried workers in manufacturing, 
mining, utilities, railroads, wholesale and retail trade, and 
three service industries increased from $1,029 in 1933 to 
$1,099 in 1934, or 6.8 per cent, the price of food rose 11.3 
per cent, while clothing and house furnishings rose 15.3 
per cent. However, these figures do not include the earn- 
ings of workers in building construction, which were low, 
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and the earnings of those in automobile repair, and service 
and clerical workers. Thus there is no basis to indicate 
whether real wages of all workers who had jobs rose or 
fell. But for those for whom data are available total pay- 
rolls increased from $12,353,000 in 1933 to $14,713,000 
in 1934, including an estimate of wages in December, 
1934. This increase of 19.1 per cent is somewhat higher 
than the increase in the cost of food, clothing and house 
furnishings, indicating that the workers’ total buying 
power rose somewhat in 1934. 

Average hours worked per week were 37.25 after the 
codes had been established in the autumn of 1933, while 
they were 37.5 per week during the same period in 1934. 
The wide variation in hours per week in different indus- 
tries, varying from 25 hours in the steel industry to 47.75 
hours in the cottonseed oil mills, shows that some were 
working part time and others long hours, while unem- 
ployment never fell below 10,250,000 during 1933-1934. 
This situation, along with the need for distribution of 
more income among the masses, is the basis of the de- 
mand of organized labor for a shorter working day and 
week so that more can have employment. 

At the same time that wages increased moderately and 
that unemployment remained high, profits increased 
greatly. The A. F. of L. survey cites the profits of 418 
corporations tabulated by the Standard Statistics Corpo- 
ration for the years 1929-1934. Profits decreased from 
$3,051,000,000 in 1929 to $49,000,000 in 1932. From that 
point they increased to $605,000,000 in 1933, or 1,134 
per cent, and to $911,000,000 in 1934, or 50.5 per cent over 
1933. Dividend payments increased from $2,386,000,000 
in 1933 to $2,685,000,000 in 1934, or 12.5 per cent, these 
were paid out of accumulated surpluses as well as from 
increased earnings. 

Smaller companies as well as large corporations have 
improved their position, as shown by the fact that busi- 
ness failures have been fewer than in any of the last 14 
years. “In the first 11 months of 1934, the number of 
firms going out of business because of financial difficulties 
was 11,222 compared to 19,175 in the same months of 
1933, a decrease of 42 per cent.” Furthermore, the out- 
look is good for gradual improvement in business condi- 
tions in 1935 if enough people are put to work to increase 
purchasing power and if the emphasis on higher prices 
and greater profits does not nullify the advantages of 
greater employment and more wages. 

The NRA has emphasized from the beginning the neces- 
sity of putting more people to work, of holding prices 
down, and of being satisfied with smaller profit margins 
so that business men could do a larger volume of busi- 
ness. Under this sequence it was believed that profits 
might be larger in the long run than they would be if 
prices went up too fast and thus caused periodic reces- 
sions of the business cycle. However, neither the NRA 
nor anybody else has enough control over the various in- 
dustries of the economic system to make this policy effec- 
tive. Reliance has been placed entirely upon appeals to 
the individual business man to apply the policy, when 
there is every incentive under a laissez faire competitive 
system to charge all the traffic will bear, which, when 
pursued by everybody, cuts off the market. In short, 
mass production cannot be stable, nor increase, unless 
there is mass consumption. And mass consumption can- 
not continue and improve unless the masses have work 
and enough money to buy goods at prices which permit 

maximum consumption. 


(Printed in U.S. A.) 


The failure of business men to put people to work has 
made it necessary for government to furnish the unem- 
ployed with purchasing power either by direct relief or 
work relief. It is estimated that government in these ways 
about $2,500,000,000 to workers’ total income in 
1934. 

The government had to come to the aid of the farmers 
also. In addition to assistance in meeting their obliga- 
tions to creditors, control of production, increased prices 
for farm products, process taxes and direct payments by 
the government to farmers increased their income in 1934 
about $1,000,000,000, or 20 per cent over that of 1933, 
Since their costs of living and production rose about 15 
per cent they could buy more in 1934 than in 1933. 


The Gold Standard and Recovery 


Those who insist that recovery depends on a return to 
the gold standard, as well as those who favor its abandon- 
ment as an aid to recovery, will be interested in a recent 
report by Leonard P. Ayres, vice-president of the Cleve- 
land Trust Company (New York Times, February 16, 
1935), on the relation of the gold standard to recovery in 
13 nations. 


Comparisons of industrial production in Germany, Po- 
land, the Netherlands, France, Belgium and Italy, which 
are gold standard countries, and in the United Kingdom, 
Canada, Japan, Sweden, Norway, Austria and Czecho- 
slovakia, which are not on the gold standard, indicate that 
the retention or abandonment of the gold standard has 
had little, if any, effect on recovery. The figures in each 
group were weighted in proportion to the populations in- 
volved. In 1934 both groups were operating about 20 
per cent above the average for 1932. Mr. Ayres concludes 
that “probably it is fair to draw the inference that the 
natural forces making for recovery tend to prevail over 
even such important influences as those of the money 
systems.” 


He points out that in the United States considerable 
improvement in production, employment and trade has 
taken place. Using the average of the figures for 1923- 
1925 as an index equalling 100, the Federal Reserve 
Board’s index for industrial production stood at 79 for 
the first 11 months in 1934, an increase of 23.4 per cent 
over 1932 and about four per cent over 1933. The index 
of factory employment in 1934 also stood at 79, an in- 
crease of 23.4 per cent over 1932 and 15.2 per cent over 
1933. The index of factory payrolls was 62, an increase 
of 34.8 per cent over 1932 and 26.5 per cent over 1933. 
The index of freight-car loadings was 61, an increase of 
8.9 per cent over 1932 and 5.1 per cent over 1933. The 
index for department store sales, including data for 
December, 1934, was 75, an increase of 11.9 per cent over 
1933.1 As the result of the spurt in production in Decem- 
ber, 1934, an unusual phenomenon, all of these indexes, 
except that of department store sales, doubtless will show 
further improvement when the data are available. An an- 
nouncement by Frances Perkins, Secretary of Labor 
(New York Times, February 22, 1935), indicates that in 
January, 1935, factory employment was 0.6 per cent and 
payrolls 1.4 per cent above December, 1934. Employment 
in January, 1935, was 7.2 per cent, and payrolls 187 
per cent, above January, 1934. Scattered data indicate 
that improvements in the general situation continued in 
January and February of 1935. 


1 Federal Reserve Bulletin, January, 1935. 
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